International 
Marketing Information 
Series 


| 


se 


Foreign Economic Trends 
and Their Implications 
for the United States 


76-060 
AUSTRALIA 


May 1976 


Frequency: Semiannual 
Supersedes: 75-129 


Prepared By: 
American Embassy 
Canberra 


Prepared by the U.S. Foreign Service, 
U.S. Department of State, and released by the 
U.S. Department of Commerce 
Domestic and International Business Administration 
Bureau of International Commerce 





KEY ECONOMIC INDICATORS 


ITEM UNIT CALENDAR YEARS PCT. CHANGE 


ws 74 75 1974 to 1975 
INCOME, PRODUCTION , EMPLOYMENT 


GDP at current prices SA m. 46,115 54, 642 63,727 16.6 
GDP at constant FY67 prices SA m. 31,669 32,083 32, 332 0.8 
Per capita GDP at current prices SA 3,475 4,052 4,686 15.6 
Plant & equipment investment SA -m. 2,379 Zetia 3,147 13.5 
Labor Productivity Index FY67=1000 1,147 153453 1,145 -0.7 
Avg.Weekly Earnings, Males SA 119.90 154.20 172.40 11.2 
(12/31) 
Personal income at current SA m. 37,073 46, 236 ae 3k a3 ok: 
prices 
Ingot Steel Prod. ‘000 metric tons 7,683 7,158 7,845 i 
Electricity Production Mil.Kwh 67,072 72,956 74,117 ay 
Civilian Employment ‘N00 persons 4,795 4,789 4,8012 - 
Unemployment rate (12/31)? Pct. 1.76 4.50 5.55 ‘i 
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MONEY AND PRICES 


Money supply (12/31) SA m. 24,718 26, 968 32,479 
Interest rates (12/31) 

Savings Bank Deposit Rate Pct. 3.79 3.75 3.79 
Com'l Bank Overdraft Rate Pct. 9.50 12.50 11.50 
Consumer Price Index FY67=100 144.6 168.1 19257 


BALANCE OF PAYMENTS AND TRADE? 


Gold & Foreign Exch. Reserves $US 5,769 4,278 3,200 
Balance of Payments, (net sus 25 -585 - 907 
monetary movements) 

Balance of Trade $US 25329 #5 2,016 - 
Exports, FOB Sus m. 7,745 10,762 11,454 Lio 
U.S. Share Pct. a0. 2. Done 10.2 - 
Imports, FOB sUS m. 5,385 10,685 9,439 -2.5 
U.S. Share Pet. 22.4 20:7 mass - 


MAIN AUSTRALIAN IMPORTS FROM U.S.(10 months through Oct 75) (SUS m.): Non- 
electric machy ($544); Transport Eqpt. ($179); Elect. Machy. & appliances 
($159); Misc. Manufactured Articles ($146); Chemical elements & compounds 
($90); Prof.& Scient. Instruments ($78); Manufactures of metal ($46) 

MAIN AUSTRALIAN EXPORTS TO U.S. (10 months through Oct 75) ($US m.): Meat and 
Meat Preparations ($294); Chemical elements & compounds ($158); Sugar and 
Sugar preparations ($199); Metalliferous ores & scrap ($84); Fish and fish 
preparations ($43). 

NoTES: las of October a2, 2975. 2Not seasonally adjusted. 3The U.S. dollar 
value of Gold & Foreign Exch. Reserves has been arrived at by converting from 
$A figures at the exchange rate prevailing on December 31 of each of the three 
years concerned. The U.S. dollar figure pertaining to other items in this 
section were obtained by use of a weighted average exchange rate calculated 
for each of the three years. The percent change in the last column was calcu- 


lated on $A figures, however, to avoid the distortion which would result if 
converted values were used. 





SUMMARY 


The Australian recovery is lagging. Although unemployment 
is down to 4.2 percent compared to a high of 5.2 percent 

in October 1975, the Commonwealth Statistician warns that 
for technical reasons the current figure is understated. 

The trend of consumer spending is virtually flat, showing 

a disappointing 0.9 percent rise in February. Private 
investment, while showing some strength in new housing, was 
similarly stagnant: the value of new capital expenditure 
during the final quarter of 1975 was only 6 percent greater 
than in the same quarter a year earlier, 8 percentage points 
under the CPI increase. Real GDP fell 1.9 percent in the 
December quarter following a 1.5 percent decline in the 
previous quarter. And perhaps of greatest concern to policy- 
makers, the rate of inflation remained in the double-digit 
range (14 percent over the calendar year). There is thus 
apprehension, following sharp food price rises and failure 
to achieve a modification of the wage indexation systen, 
that another surge of inflation may be building up. 


The new Government, elected on economic issues in a land- 
slide on December 13, has declared its determination to 
contain inflation by sharply reducing Government expendi- 
tures, reversing public sector growth and restoring employment 
through an investment-led recovery. There has been debate, 
however, whether this austere approach might in fact delay 
recovery by further dampening consumer confidence. 


Prospects for U.S. exports to Australia, notwithstanding 

a 15 percent decline in 1975, are moderately good. In 
particular, the Australian Government's emphasis on invest- 
ment stimulation could benefit sales of U.S. capital equip- 
ment. As consumer demand revives, even if slowly, and 
domestic prices continue to rise, imports of U.S. consumer 
goods should also improve, barring resort to more protectionist 
import and tariff policies by the new Government. Finally, 
investment opportunities should be enhanced by a more 
receptive attitude of the new Government, although they will 
probably depend more on a convincing upturn in the world 
economic environment than on Australian Government policy. 





CURRENT SITUATION AND TRENDS 


The Upturn - Has It Started? 


Although there is disagreement as to when -- or even 
whether -- economic recovery began in Australia, it is 
clear that it is at best a weak and halting process. 
Recent private surveys as well as informal soundings 
suggest an attitude of cautious optimism -- widespread but 
by no means universal -- on the part of the business com- 
munity. This may reflect mostly business attitudes about 
the change in Government which took place in December rather 
than visible economic trends. It may also be a hopeful 
reaction to the good economic news coming from the United 
States in the early weeks of 1976. In any case current 
indicators offer scant evidence of recovery. 


Unemployment - Mixed Signals 


According to latest available data, the unemployment rate 
(seasonally adjusted) was down in February a full percentage 
point from its October high of 5.2 percent of the labor 
force. The total number of unemployed including school 
leavers declined almost 20 percent from 315,000 in October 
to 255,000 in February. Not counting school-leavers it 
improved a healthy 16 percent to 231,000. But other employ- 
ment indicators were flashing caution. Unfilled vacancies, 
after increasing substantially in two of the previous three 
months and holding steady in the third, turned down in 
February by 3 percent. The number of persons receiving un- 
employment benefits showed a similar turn in February when, 
after three successive months of decline, the total rose 

by 4 percent. Thus data suggesting improving employment, 
which in any casehave been beset by technical uncertainties 
regarding their interpretation, may have signalled a false 
Spring. 


Reduced Wage Pressures, But... 


A favorable trend during 1975 was the steady decline in the 
annual rate of increase of weekly wages. In December 1974 
this indicator stood at 35.7 percent for adult males. A 
decline began in April 1975 and by December the annual change 
was down to 11.3 percent (less than the inflation rate for 
the same period). As Australia's inflation is widely 





5: 
considered to be a wage-push phenomenon, many observers 
saw in this the prospect of a basic improvement in the 
price situation. But these hopes were set back in February 
when, over Government opposition and under indexation guide- 
lines previously instituted, the Arbitration Commission 
awarded a full 6.4 percent National Wage increase based 
on the movement of the CPI during the previous two quarters. 
This, along with a surge in the food price index in January 
and February, has caused concern about a possible resurgence 
in Australia's already high inflation rate. 


Inflation Still High 


As measured by changes in the Consumer Price Index, 
Australia's inflation rate eased briefly during the last 
half of 1975. The CPI rose only 0.8 percent in the July- 
September quarter, bringing the change from a year earlier 
down to 12.1 percent, the lowest 12-month figure in at least 
two years. But this was mainly the result of decreases in 
the price of health services following the introduction of 

a national health insurance system. In the following quarter 
the CPI rebounded to a figure of 5.6 percent, the largest 
quarterly rise since 1951, to bring the twelve-month actual 
rate to 14.0 percent. Full CPI results for the first quarter 


of 1976 are not yet available but the monthly food price 
index, which contributes substantially to the overall CPI, 
jumped 3 percent in January and 1.6 percent in February. 


Any reduction in the inflation rate to single digit figures 
in the next quarter and probably in the next year thus seems 
highly unlikely. 


Cautious Consumers 


Consumer confidence trends have been ambiguous. Consumer 
spending appeared to pick up in the last quarter of 1975, 
registering increases of $A6 million, $A21 million and 

$A19 million respectively (seasonally adjusted and at current 
prices) during those three months. However, the trend was 
almost level in January with an increase of $A3 million or 
0.2 percent; preliminary reports indicate an increase of 
0.9 percent in February. Registrations of new automobiles, 
seasonally adjusted, declined for 1975 as a whole, totaling 
0.6 percent less than in 1974. They showed a good increase 
in January, however, rising 3.8 percent over the previous 
month, and there are other indications that new car demand 
may be picking up quicker than expected. 





Foreign Trade - The Perennial Bright Spot 


Australia's exports have exceeded imports for 16 consecutive 
months to February. For the first eight months of the current 
financial year an export surplus of almost $A800 million has 
been recorded. Despite falling world demand and prices for 
some of Australia's major exports, others have performed 
buoyantly. Most recently, the value of coal and cereals 
exports has been high, while that of sugar, iron ore and, 

to some extent meat, has fallen. With the slow pace of the 
Australian economic revival, the gradual depreciation of the 
Australian dollar, and the effect of restraint measures, 
imports have held steady or increased only marginally from 
reduced levels. In recent months imports of petroleum, 
chemicals, iron and steel, clothing and footwear have 
increased while the value of electrical machinery imports is 
down. 


A New Government 


An important factor in the Australian economic scene was 

the election on December 13, 1975 of a Liberal/National 

Country Party (L/NCP) coalition Government. Campaigning 

mainly on the issue of the state of the economy, the coalition's 
leaders expressed the conviction that recovery should be an 
investment-led process. An investment allowance would be 
instituted and constraints on business profitability, including 
the Prices Justification Tribunal, were to be removed. 
Australian industry would receive “adequate protection" from 
imports. And inflation would be contained by reducing the 
budget deficit and reversing the growth of the public sector. 


But during its first days in office there was extensive public 
debate respecting the new government's policy intentions. 
The debate turned on the questions of whether an investment- 
led upturn could take place without a revival in consumer 
confidence as a basis for new investment, and the possible 
effects which the Government's emphasis on business profita- 
bility might have on labor's support for wage restraint 
measures. The Government's actions to date suggest that its 
policy has taken these concerns into account -- the most 
significant steps have focused less on the problem of in- 
vestment stimulation than on inflation. In late January 
the Treasurer announced monetary measures aimed at mopping 
up excess liquidity. Government expenditures have been 
pruned and a ceiling on Commonwealth Government employment 
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imposed. The intention to abolish the Prices Justification 
Tribunal is under review, following representations from 

the labor movement, and its implementation indefinitely 
delayed. Earlier expectations of a more protectionist import 
and tariff policy line have yet to be borne out by actions. 
At the most, only interim extensions of existing quotas 

have been announced and in one case -- steel plates -- quotas 
have been discontinued. But at the same time investment 
stimulation has not been overlooked. A 40 percent invest- 
ment allowance went into effect on January 1 until June 30, 
1978, when it will operate for two further years at 20 percent. 


IMPLICATIONS FOR THE UNITED STATES 
Business Environment Good 


The impact of the recent change of Government on Australia's 
economy, and the significance in turn of this economic impact 
for U.S. economic and commercial interests should not be 
overstated. But the new Government's commitment to streng- 
thening the private enterprise sector in Australia will 
probably result in gradual improvement in the business climate 
to the mutual advantage of U.S. investors and exporters and 
their Australian counterparts. 


Investment - Development Stressed 


The guidelines on foreign investment remain very similar to 
those promulgated by the previous Government in September 

1975. The new Government's policy statement, released April 4, 
calls for continued emphasis on the long-term objective of 
maximum Australian ownership and control of the economy. 

But these guidelines will probably be implemented with greater 
flexibility than in the 1973-75 period. In particular, the 
new Government can be expected to place high priority on 
Australian growth and development, including the expeditious 
development of Australian mineral resources and exports. In 
those cases, accordingly, where projects of economic importance 
have genuine difficulty in meeting the guidelines for 
Australian ownership and control, it seems probable that 

there will be an increased willingness to make pragmatic 
exceptions to the ownership policies for reasonable periods 

of time in order to enable the projects in question to pro- 
ceed in an orderly fashion. 


Trade Policy Moderation 
Australian import and tariff policy is likely to be at least 
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as protective as it was during the last year (1975) of 

the previous Government's tenure, and distinctly more pro- 
tective than during the 1973-74 import liberalization 

phase. The new Government has displayed considerable 
moderation to date in this area but it is reasonable to 

assume that it would not hesitate to come to the aid of 
Australian domestic manufacturing industries which experienced 
serious difficulties, particularly if significant unemploy- 
ment is threatened. 


In practice, the Australian outlook for foreign exporters 
and investors during the coming year will be conditioned 
more directly by the comrse of economic recovery than by 
Australian Government policies as such. Notwithstanding 
existing import restraints, U.S. exporters of good quality 
consumers goods should continue to benefit from the con- 
tinuing high level of Australian import demand, and even- 
tually from the increases in consumer demand which will 
occur when the domestic economy begins to recover. More- 
over, aS capital investment revives the 40 percent invest- 
ment allowance instituted by the new Government should 
benefit U.S. sellers of capital goods. 


U.S. Government Activities 


United States Government trade promotion efforts currently 
are concentrated on five product areas: printing and graphic 
arts equipment, agricultural equipment, metalworking and 
finishing machinery, biomedical equipment and industrial and 
scientific instruments. Other categories which have been 
identified as good future prospects for increased sales in- 
clude computers and peripheral equipment, communications 
equipment, business machines, materials handling equipment, 
electronic components, pollution control equipment, food pro- 
cessing and packaging equipment, consumer goods and others. 
Additional details on market prospects and investment oppor- 
tunities in Australia can be obtained by contacting the Office 
of International Marketing of the U.S. Department of Commerce 
in Washington D.C. or one of the many Department of Commerce 
district offices in the United States. Business visitors to 
Australia should also contact the Commercial Sections of any 
of the five Foreign Service posts in Australia for first- 
hand information. 


Available by subscription from the Superintendent of Documents, GPO, Washington, D.C. 20402. Annual Subscription, $37.50. Foreign 
Mailing, $9.40 additional. Single copies, 25 cents, available from NTIS, U.S. Department of Commerce, Springfield, Va. 22151. 
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